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withholding liabilities 't·wuld be only $17.1 billion. 
there would be overwithholding of approximately $4.5 
billion, \vhich 't·mulcl be refund-ed to taxpayers during 
the first six months of 1977. 

General ·CoiThilent 

The basic concept is that the neH tax cut bill en
acted before July 1, 1976, 'tvill supersede the 6-month 
tax cut. The 6-month bill is itself drafted on that 
assumption, 'tvith the full year cuts (at double the 6-
month levels) right in the statute (though 
The important issue is not \vhether the 6-month bill ::>..<i.y 
be superseded as a legal !!latter but 'Hhether the 
tax cut 'tvill adequately buy out the 6-month cuts as a 
political matter. 

In general, it should be easier to buy out the ta..'\: cuts 
contained in the present tax cut bill than it "t-iOuld have 
been to buy out a 50% magnification of the 1975 TID: 
Reduction Act. That is, if the 6-month cuts \·Jere extended 
for a full year, the distribution of cuts \·muld be 
closer to the distribution of tax cuts under the President's 
proposals than 't·muld a 50% magnification of the 197 5 tax 
cuts. For example, the per capita personal exemption 
credit 't·muld be $35 rather than $45, so that a full 
extension of the 6-month cuts 'tvould be less heavily 

tm·Jard large families than a 50% magnification 
of the 1975 tax cuts. Thus, the s full program 
($21.6 billion in individual income tax cuts) should com
pare favorably 'tvith a full year extension of the 9-mo:1th 

cuts. Hmvever, the suggested compro::nise plan of $17. S 
billion in individual income tax cuts plus a 5% earned 
income credit may not fully buy out a full year extension 
of the 6-month cuts. (Clearly it does not buy out a 10% 
earned income credit.) A computer run analyzing this 
comparison is presently in progress. 



Administration Compro;T:isC' Tax Rl•ductio:l Structure for 197(1 Liabilities 
(Assumes Confer~nce till is Enacted) 

Individuals: 
Standard deduction: 

1-linintum: si11gle .•............•............•.... 
joj_nt •..•.........•.....•.•..•.••.••.• 

~Jaximun: single ............................... . . . . 
JOl.nt ................................. . 

Percentage •..............•..•..•. ~. ~ .......... . 

Personal exemption •••••••••••••••••••••·••••••••• 

Per capita credit •••••••••••••••••••••••••••••••• 

Taxable income credit (alternative to the per 

Admin is tl"OJ.I..:i vn 
cor.~ ro:r~i ··;l -----

$1,750 
$2,300 
$2,100 
$2,650 

16% ll 

875 

17.50 

capita credit) •••••••••••••.••••••••••••••• 1% of first $9,000 

Earned income credit: 
Rate •••.••.•.•••••••••••••••.••.•••••• ,, •••••••• 
lricorne at maximum •..•..•.•.••..•...•..••••.••.• 
Inc owe at pl1aseou t ••.••••••••••••.••.•.•••••••• 

Rate ChanPes 

Single 
Present Compro~ise Present 

la~·7 law · proposal 

Joint 

: 

5% 
$4,000 
$8,000 

Compro;nise 
proposal 

<••••••••••••••••••••••••••••••••••• percent ................................... ) 
14% 13% .... 141.. 
15 14 15 
16 15.5 16 

.-.... 17 16 17 
19 17.5 19 
19 18 19 
21 19.5 22 
21 20 22 
24 22.5 25 
25 24.5 28 

32 

Corporation: 
Rate for first $25,000 .............................. 
Rate for second $25,000 .....••.••.••.•......•.....•• 
Rate alJove SSO,OOO •••••.•••••••••••••••••••••••••••• 

Office of the Secretary of the Treasury, Off~ce of Tax Analysis 

13% 
14.5 

. 15.5 
16 
17.5 
18 
21.5 
22 
25 
28.5 
33 

20% 
22'lo 
477. 

December 17, 1975 

!/ Nore precisely the percentage deduction should be $900 + 8 percent of adjusted 
gross inco~c for single and head-of-household returns and $1 ,250 + 8 percent 
of adjusted gross income for joint returns. 



1. Standard dcd~c~ion 

(a) Mini~un standard 
SingJ.c r 0 t:.urns 
Joint rctu::-·ns 

•' . 

(b) Pcrccnt~ge ::>tandard 
(c) Maxinum standard 

Single returns 
Joint returns 

2. Tax credit 
(a) Per capita 
(b) Percent of taxable 

income 

3. Earned income credit 

4. Housing credit 
, 

Pre-1975 
1 Ll.\-1 

$1,300 
$1,300 

15% 

$2,000 
$2,000 

None 

None 

None 

None 

'ra=< Reduction 
l\Ct of 1975 

$1,600 
$1,900 

16~ 

$2,300 
$2,600 

$30 

None 

10% up to 
$4,000 

5% up to 
$40,000 

Prcse:nt Ta:-: 
Cut li i ~l 

$1,500 
$1,700 

lG ~s 

$2,200 
$2,400 

$17.50 
l!J up to 
$9,000 

5% up to . 
$4,000 

None 

12 }'fonths 
Exten~ion 

$1,700 
$2,100 

16% 

$2,400 
$2,800 

$35 
2% up to 
$9,000 

10% up 
$l~, 000 

to 

None 



. . 

~·- . # : .... . __ -:..;_.;_ _ _,:_ .... - ... "' .. :: 

Replace the prase~: ~!~!~~~ sta~dard de1uct1on (low 
inco~e allow anc e) cf ll,~~O and ~~xi~~n stan~ard 
deduction of $2,J~J ~Y a s!~gle s:a~~~rd ~e~~=~!~~ in 
a flat amou~t o~ !l,:JO f~r a si~;le :~x;ayer and 
$2,500 for a r..=:-r:~: c?:..~le ($1,250 fo::- ::-.a.r::-!ed ;:·e::-so:1 
filing separately). 7~!s co~pares ~i:h the a~era~e 
sta~da~d ded~~::c~ ::!!-ed !~ 1;74 cf $1,625 by ~arrie1 
couples and $l,40j ~y sin3le persons. {?~e 1975 he~ 
~de temporary cha~;:s in the standard deduction, which 
are described in ;:.~ex~.) 

Provide rate reduct!~~s as shown in the tax rate 
schedules attached at Annexes A & B. 

B. Business Tax Cuts -----
The President also pro;:ses to: 

Reduce the r:~xi~um corporate tax rate fran ~8 percent 
to ~6 percent. 

Continue the 1975 A:t increase in the surtax exe~pticn 
(~hich deter~ines t~e a~ount taxacle a: rates telow 
~8 percent) fran S25,)0Q to $50,000 of taxable inco=.e. 

Continue the 1975 .!.c~ reducticn in ';!-,e rate ~-::. the 
first $25,000 of taxa~le inco~e frow 22 percent to 20 
percent (the seco~d S25,000 of taxable incc~e will be 
taxable at a 22 pe~~~~~ rate, with the balance of 
1nco~e taxed at a ~S percent rate). 

Make permanent the 1;75 Act increase in the invest~ent 
credit fro~ 7 pe~ce~t {~ ;e~cen~ in the case of p~blic 
utilities) to 10 ycrcent. 

Enact a six-point p::-og~a~ to provide tax ~el!ef to electric 
utilities and to recuce dependency on ~o~ei~n energy 
sources (see Annex C for full description). 
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